TRAVELZOO INC

FORM 10-Q

(Quarterly Report)

Filed 11/14/2005 For Period Ending 9/30/2005

Address

Telephone
CIK
Industry
Sector
Fiscal Year

590 MADISON AVENUE 21ST FLOOR
NEW YORK, New York 10022
212-521-4200

0001133311

Computer Services

Technology

12/31

powere oy LR IL

Distribution and use of t







Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

™ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2005

Or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File No.: 000-50171

TRAVELZOO INC.

(Exact name of registrant as specified in its charter)

DELAWARE 36-4415727
(Sate or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
590 Madison Avenue, 21st Floot 10022
New York, New York (Zip Code)

(Address of principal executive offices)
Registrant’s telephone number, including a@de:(212) 521-4200

Indicate by check mark whether the regist(aphas filed all reports required to be filed bgcon 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orgiech shorter period that the registrant was reduodile such reports), and (2) has been

subject to such filing requirements for the pastfgs. Yesd NoO
Indicate by check mark whether the registimmain accelerated filer (as defined in Rule 12lihe Act). Yesd No ™
Indicate by check mark whether the registiquat shell company (as defined in Rule 12b-2 ofAbf. YesO NoM
As of November 11, 2005, the registrant hatanding 16,250,479 shares of its $0.01 par vednemon stock.
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PART I—FINANCIAL INFORMATION

Iltem 1. Unaudited Condensed Consolidated Financial Statertsen

TRAVELZOO INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

ASSETS
Current asset:
Cash and cash equivalel
Short term investmen
Accounts receivable, less allowance for doubtfalbants of $206,712 and $127,547 as of
September 30, 2005 and December 31, 2004, respkc
Deposits
Prepaid expenses and other current a:
Deferred income taxe
Total current asse
Deposits, less current portit
Deferred income taxe
Property and equipment, r
Intangible assets, n
Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl
Total liabilities
Commitments and contingenci
Stockholder' equity:
Common stocl
Additional paic-in capital
Accumulated other comprehensive inca
Retained earning
Total stockholder equity

Total liabilities and stockholde' equity

September 30 December 31
2005 2004
$22,734,90 $26,434,98

19,918,00 10,031,73
8,289,901 5,327,217
123,21! 163,13(
375,81: 674,20¢
370,55¢ 390,89!
51,812,38 43,022,23
91,40: —
43,23, 43,23)
147,49 108,39¢
34,03 83,56
$52,128,55 $43,257,43
$ 700,83! $ 439,42
3,649,333 2,464,26
311,50¢ 91,13;
619,09( —
5,280,76! 2,994,83.
162,50! 162,33.
30,606,70 30,299,99
(30,357 —
16,108,93 9,800,28
46,847,78 40,262,60
$52,128,55 $43,257,43

See accompanying notes to unaudited condensedlitiated financial statements.
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Revenue!

Cost of revenue
Gross profit

Operating expense
Sales and marketir
General and administrati

Total operating expens

Income from operatior

Other income and expens
Interest incom
Foreign currency gain (los

Income before income tax
Income taxe:

Net income

Basic net income per shé
Diluted net income per sha

Shares used in computing basic net income per !
Shares used in computing diluted net income pees

TRAVELZOO INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,

2005 2004 2005 2004
$13,384,34 $ 9,507,18! $36,870,89 $23,170,61
225,27! 183,54: 628,86 528,97
13,159,06 9,323,64! 36,242,03 22,641,63
7,101,02 4,338,511 18,282,59 11,462,39
1,878,49: 1,657,15. 6,613,81 3,873,25.
8,979,52I 5,995,67! 24,896,41 15,335,64
4,179,54! 3,327,97 11,345,62 7,305,98
278,60( 9,09( 656,33: 20,86¢
(4,119 — (8,23%) —
4,454,02 3,337,061 11,993,71 7,326,85!
2,155,79I 1,371,25I 5,685,06! 3,018,04.
$ 2,298,23i $ 1,965,811 $ 6,308,65! $ 4,308,81
$ 0.14 $ 0.1z $ 0.3¢ $ 0.2t
$ 0.1z $ 0.11 $ 0.3t $ 0.2:
16,250,47 15,488,220 16,248,68 17,111,49
17,695,04 17,292,96 17,897,28 18,561,92

See accompanying notes to unaudited condensedlitated financial statements.
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TRAVELZOO INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:

Depreciation and amortizatic
Deferred income taxe
Provision for losses on accounts receiv:
Tax benefit of stock option exercis
Accrued interest income from sh-term investment
Changes in operating assets and liabilii
Accounts receivabl
Deposits
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl
Net cash provided by (used in) operating activi
Cash flows from investing activities:
Purchases of property and equipm
Purchase of sh-term investment
Sale of sho-term investment
Net cash used in investing activiti
Cash flows from financing activities:
Issuance costs incurred in connection with 2004aisse of common stoc
Proceeds from stock option exerci:
Recovery of profit from purchase and sale of stoglemployee:
Net cash used in financing activiti
Effect of exchange rate on cash and cash equis
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informati
Cash paid for income tax

Nine Months Ended September 30,

2005
$ 6,308,65

126,27
20,33¢
79,36+

396,06

(268,10¢)

(3,049,88)
(52,007
296,37:
266,41

1,187,501
220,42(
619,09(

6,150,49.

(116,89;)
(29,691,47)
20,073,32

9,735,04)

(123,73)
34,55(

(89,18))
(26,35))
(3,700,08)
26,434,98

$ 22,734,90

$ 4,649,57.

See accompanying notes to unaudited condensedlitated financial statements.
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2004
$ 4,308,81.

120,68t
111,51¢
943,11(

(2,586,54)
(22,307
(154,33;)
84,25¢
410,86
154,58(
1,105,77)
2,264,87;

(38,90%)

(38,909)

295,76°
34,39(
330,15
2,556,12.
3,521,63

$ 6,077,75

$ 3,180,70!
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TRAVELZOO INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

Note 1: The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzod$)an Internet media company. The Company'’s pultitina include thdravelzoo Web
sites (www.travelzoo.com and www.travelzoo.co.uikg Travelzoo Top 20 e-mail newsletter, and thidewsflash e-mail product. The
Company also operat&sperSearch , a pay-per-click travel search engine.

Travelzoo is controlled by Ralph Bartel, whedchapproximately 78% of the outstanding sharesf &ovember 1, 2005.

The accompanying unaudited condensed consetidenancial statements have been prepared bgdngpany in accordance with the ru
and regulations of the Securities and Exchange Gesiom (SEC). Certain information and footnote iisare normally included in
consolidated financial statements prepared in aegwe with Generally Accepted Accounting Principtethe United States of America have
been condensed or omitted in accordance with auleb and regulations. In the opinion of managentartaccompanying unaudited
condensed consolidated financial statements redleatljustments, consisting only of normal requgradjustments, necessary to present f
the financial position of the Company, and its tessof operations and cash flows. These condensesbtidated financial statements should
be read in conjunction with the Company’s auditedsolidated financial statements and related redesf and for the year ended December
31, 2004, included in the Company’s Form 10-K fileith the SEC on March 31, 2005.

The consolidated financial statements inclilndeaccounts of the Company and its wholly-owndabgliaries. All significant intercompany
accounts and transactions have been eliminatedhisotidation.

The results of operations for the nine mowrthded September 30, 2005 are not necessarily thaiaa the results that may be expectec
the year ending December 31, 2005 or any otherdyariod, and the Company makes no representattated thereto.

The Company was formed as a result of a coatioim and merger of entities founded by the Comjgamgajority stockholder, Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.cowr@bration, a Bahamas corporation, which issue8%8r4 shares via the Internet to
approximately 700,000 “Netsurfer stockholders”iorcash consideration. In 1998, Mr. Bartel alsmfitrd Silicon Channels Corporation, a
California corporation, to operate theavelzoo Web site. During 2001, Travelzoo Inc. was formea asibsidiary of Travelzoo.com
Corporation, and Mr. Bartel contributed all of igtstanding shares of Silicon Channels to Travelnooin exchange for 8,129,273 shares of
Travelzoo Inc. and options to acquire an additiéghab8,349 shares at $1.00. The merger was acabfortas a combination of entities under
common control using “as-if pooling-of-interest€taunting. Under this method of accounting, thetsand liabilities of Silicon Channels
Corporation and Travelzoo Inc. were carried forw@rthe combined company at their historical cdstsddition, all prior period financial
statements of Travelzoo Inc. were restated to debihe combined results of operations, financialtmm and cash flows of Silicon Channels
Corporation.

During January 2001, the Board of Director§ @fvelzoo.com Corporation proposed that Travetzmo. Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be $heviving entity. On March 15, 2002, the stockhoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On Apri] 2602, the certificate of merger was filed in edae upon which the merger became
effective and Travelzoo.com Corporation ceasedist.eEach outstanding share of common stock o¥dlzmo.com Corporation was
converted into the right to receive one share afiroon stock of Travelzoo Inc. Under and subjechioterms of the merger agreement,
stockholders were allowed a period of two year®¥ahg the effective date of the merger to recesliares of Travelzoo Inc. The records of
Travelzoo.com Corporation showed that, assumingfalie shares applied for by the Netsurfer stotddrs were validly issued, there were
11,295,874 shares of Travelzoo.com Corporationtauting. As of April 25, 2004, two years followittge effective date of the merger,
7,180,342 shares of Travelzoo.com Corporation legthlexchanged for shares of Travelzoo Inc. Prithiabdate, the remaining shares which
were available for issuance pursuant to the mexgerement were included in the issued and outstgraimmon stock of Travelzoo Inc. and
included in the calculation of basic and dilutedn@ags per share. After April 25, 2004, the Compaagsed issuing shares to the former
stockholders of Travelzoo.com Corporation, and dditeonal shares are reserved for issuance to @mydr stockholders, because their right
to receive shares has now expired. On April 2542€fe number of shares reported as outstandingedagsed from 19,425,147 to
15,309,615 to reflect
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actual shares issued as of the expiration dateirttgr per share calculations reflect the reduabiothe number of shares reported as
outstanding. As of September 30, 2005, there wéy250,479 shares of common stock outstanding.

It is possible that claims may be assertedhagthe Company in the future by former stockhoddef Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomgluding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatsdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamclyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsstbckholders, including requirements that @ythe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapgtly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatimintheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not abheerify that the applicants met the requiremeetsrred to above at the time of their
applications for issuance of shares. If claimsaamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecteir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expeckedahe position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuetsahares. Further, even if it were establisheduhetsued shares were subject to escheat claims
the Company would assert that the claimant muabésh that the original Netsurfer stockholders pbed with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslrelating to the unissued shares. If
such claims were asserted, and were fully sucdesisét could result in the Company’s being requite@ issue up to an additional
approximately 4,080,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgrgm under which it would make cash paymentetsgns who establish that they
were former stockholders of Travelzoo.com Corporgtand who failed to submit requests for shar@gavelzoo Inc. within the required
time period. The accompanying consolidated findrst@ements include a charge in general and adtrative expenses of $61,000 for these
cash payments for the three months ended Septe80b2005 and $1,191,000 for the nine months enéptegber 30, 2005 of which $6,000
remains as a liability as of September 30, 200%:. libility is based on the number of actual retpiesceived from former stockholders
through September 30, 2005 which had not yet besrepsed. The total cost of this program is néabgl estimable because it is based on
the ultimate number of valid requests receivedfahde levels of the Company’s common stock pridee Company’s common stock price
affects the liability because the amount of cagmpnts under the program is based in part on ttentdevel of the stock price at the date
valid requests are received. The Company doesno kow many of the requests for shares originateived by Travelzoo.com
Corporation in 1998 were valid, but the Companydwels that only a portion of such requests werglvAk noted above, in order to receive
payment under the program, a person is requiregtblish that such person validly held sharegavélzoo.com Corporation. Assuming
100% of the requests from 1998 were valid, formeckholders of Travelzoo.com Corporation holdingaalditional approximately 4,080,000
shares had not submitted claims under the progsaof September 30, 2005.

The merger of Travelzoo.com Corporation intavelzoo Inc. was accounted for as a combinaticantifies under common control using
“as-if pooling-of-interests™ accounting. Under shinethod of accounting, the assets and liabilgfeEravelzoo.com Corporation and
Travelzoo Inc. were carried forward at their higtal costs. In addition, all prior period financ&htements of Travelzoo Inc. were restated to
include the combined results of operations, finangosition and cash flows of Travelzoo.com Corgiora The restated results of operations
and cash flows of Travelzoo Inc. are identical® tombined results of Travelzoo.com Corporatiah Bravelzoo Inc.

Note 2: Revenue Recognition

All revenue consists of advertising sales. éiging revenues are principally derived from shé& of advertising in the U.S. on the
Travelzoo Web site, in th&ravelzoo Top 20 e-mail newsletter, ilNewsflash , and inSuper Search . Revenues generated from the Company’s
operations in the U.K. were approximately $368,808 $378,000 during the three months ended Septe30b2005 and the period from
May 4, 2005 (inception) to September 30, 2005, aetpely.

The Company recognizes revenues in accordaiticeSecurities and Exchange Commission Staff Aatiog Bulletin No. 104Revenue
Recognition . Advertising revenues are recognized in the peanaahich the advertisement is displayed, provittet evidence of an
arrangement exists, the fees are fixed or detetvtérend collection of the resulting receivablegasonably assured. Where collectibility is
not reasonably assured, the revenue will be rezednipon cash collection, provided that the othigzr@a for revenue recognition have been
met. The Company recognizes revenue for fixed-fredising arrangements ratably over the term of
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the insertion order as described below. The mgjofiinsertion orders have terms that begin andierdquarterly reporting period. In the
cases where at the end of a quarterly reportinggéhne term of an insertion order is not compléte, Company recognizes revenue for the
period by pro-rating the total arrangement feesteenue and deferred revenue based on a measumgpofipnate performance of its
obligation under the insertion order. The Compamasures proportionate performance by the numbglaoéments delivered and
undelivered as of the reporting date. The Compaesg prices stated on its internal rate card forsoméag the value of delivered and
undelivered placements. Fees for variable-fee aidiumy arrangements are recognized based on theewof impressions displayed or clicks
delivered during the period.

Under these policies, no revenue is recognizdeiss persuasive evidence of an arrangemensgededtvery has occurred, the fee is fixe
determinable, and collection is deemed reasonalslyrad. The Company evaluates each of these arigifiollows:

. Evidence of an arrangement. The Company considers an insertion order signethdyglient or its agency to be evidence of an
arrangement

. Delivery. Delivery is considered to occur when the advergigias been displayed and, if applicable, the dlickughs have been
delivered.

. Fixed or determinable fee. The Company considers the fee to be fixed or detenie if the fee is not subject to refund or atfjuent
and payment terms are stand:

. Collection is deemed reasonably assured. The Company conducts a credit review for all tratieas at the time of the arrangement to
determine the creditworthiness of the client. Qulten is deemed reasonably assured if it is expettat the client will be able to pay
amounts under the arrangement as payments becamé dus determined that collection is not reaably assured, then revenue is
deferred and recognized upon cash collection. Cudle is deemed not reasonably assured when & d@igerceived to be in financ
distress, which may be evidenced by weak industnglitions, a bankruptcy filing, or previously bdlamounts that are past d

The Company’s standard payment terms are $€ mwiat. Insertion orders that include fixed-feeeatiging are invoiced upon acceptance of
the insertion order and on the first day of eacmtm@ver the term of the insertion order, with éxeeption ofTravelzoo Top 20 or Newsflash
listings, which are invoiced upon delivery. Insentiorders that include variable-fee advertisingiaveiced at the end of the month. The
Company'’s standard terms state that in the evenflitavelzoo fails to publish advertisements agi§ipe in the insertion order, the liability
of Travelzoo to the client shall be limited to,Tativelzoo’s sole discretion, a pro rata refunchef advertising fee, the placement of the
advertisements at a later time in a comparabldipasbr the extension of the term of the insertimder until the advertising is fully delivert
The Company believes that no significant obligatieist after the full delivery of advertising.

Revenues from advertising sold to clientstigitpagencies are reported at the net amount hdl#te agency.

Note 3: Stock-based Compensation

The Company did not provide any stock-basedpansation in fiscal years 2003 and 2004 or imthe months ended September 30,
2005. In addition, all previously issued optionsteel prior to January 1, 2002. Accordingly, themruld be no impact on net income due to
the adoption of Statement of Financial Accountitgn8ards No. 123ccounting for Sock-Based Compensation, as amended, for the three or
nine months ended September 30, 2005 or 2004.

Note 4: Net Income Per Share

Net income per share has been calculatedciordance with SFAS No. 12Barnings per Share . Basic net income per share is computed
by dividing the net income by the weighted-averagmber of reported common shares outstanding éopéhniod. Diluted net income per
share is computed by dividing net income by thegiveid-average number of reported common sharepaedtial common shares
outstanding during the period. Potential commoneshiancluded in the diluted calculation consistinafemental shares issuable upon the
exercise of outstanding stock options calculatédguthe treasury stock method.

The following table sets forth the calculatmfrbasic and diluted net income per share:
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Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004

Basic net income per sha

Net income $ 2,298,23! $ 1,965,81 $ 6,308,65! $ 4,308,81.
Weighted average common sha 16,250,47 15,488,20. 16,248,68 17,111,49
Basic net income per she $ 014  $ 0.1: $ 03¢ $ 0.2t
Diluted net income per shal

Net income $ 2,298,23! $ 1,965,81i $ 6,308,65! $ 4,308,81.
Weighted average common sha 16,250,47 15,448,20. 16,248,68 17,111,49
Effect of dilutive securities: stock optio 1,444,56! 1,844,75! 1,648,60! 1,450,43.
Diluted weighted average common shg 17,695,04. 17,292,96 17,897,28 18,561,92
Diluted net income per sha $ 0.1z % 0.11 $ 0.3t $ 0.2

Note 5: Commitments and Contingencies

The Company leases office space in Chicagndban (United Kingdom), Miami, Mountain View (Califoia), and New York. These
operating leases expire on December 31, 2007, 8ri007, December 31, 2006, December 31, 200Dandmber 31, 2005, respectively.
The future minimum rental payments under theseaiper leases as of September 30, 2005, and Dece8thb2004 total $1,328,000 and
$1,082,000, respectively. The future lease paynmenisist of $308,000 of payments due in 2005, $8®@of payments due in 2006, and
$450,000 of payments due in 2007.

It is possible that claims may be asserteéhagthe Company in the future by former stockhaddaf Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomgluding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatsdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamdyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsstbckholders, including requirements that @ythe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapgtly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatiofitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not abheerify that the applicants met the requiremeetsrred to above at the time of their
applications for issuance of shares. If claimsaamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecteir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expectkedtie position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuetsahares. Further, even if it were establisheduhetsued shares were subject to escheat claims
the Company would assert that the claimant muabéish that the original Netsurfer stockholders pbed with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslerelating to the unissued shares. If
such claims were asserted, and were fully sucdesisét could result in the Company’s being requite@ issue up to an additional
approximately 4,080,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgrgm under which it would make cash paymentetsgns who establish that they
were former stockholders of Travelzoo.com Corporatand who failed to submit requests for shar@savelzoo Inc. within the required
time period. The accompanying consolidated findrst@ements included a charge in general and asirative expenses of $61,000 for tr
cash payments for the three months ended Septe80b2005 and $1,191,000 for the nine months enéptegber 30, 2005 of which $6,000
remains as a liability as of September 30, 200%:. libility is based on the number of actual retpiesceived from former stockholders
through the reporting date which had not yet beengssed. The total cost of this program is nédlst estimable because it is based on the
ultimate number of valid requests received andréutevels of the Company’s common stock price. Thenpany’s common stock price
affects the liability because the amount of cagmpnts under the program is based in part on ttentdevel of the stock price at the date
valid requests are received. The Company doesnaw kow many of the requests for shares originateived by Travelzoo.com
Corporation in 1998 were valid, but the Companydwels that only a portion of such requests werglvAk noted above, in order to receive
payment under the program, a person is requiregtblish that such person validly held sharegavélzoo.com Corporation. Assuming
100% of the requests from 1998 were valid, formeckholders of Travelzoo.com Corporation holdingmximately 4,080,000 shares had
not submitted claims under the program.
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Note 6: Significant Customer Information and SegmenReporting

SFAS No. 131Disclosure about Segments of an Enterprise and Related Information , establishes standards for the reporting by basine
enterprises of information about operating segmegmtslucts and services, geographic areas, and gugtomers. The method for
determining what information to report is basedlmway that management organizes the operatingesgtg within a company for making
operational decisions and assessing performaneCompany has two operating segments: North AmariceEurope. North America
consists of the Company’s U.S. operations. Eurapsists of the Company’s U.K. operations. The Camggzegan operations in the U.K. in
May 2005. However, as of September 30, 2005, E@mmopperations and assets were not material, begsgthan 5% of revenues and assets,
so detailed reporting has not been presented.

Significant customer information is as follaws

Percent of
Percent of Percent of Accounts
Revenues Revenues Receivable
Three Months Ended September 3( Nine Months Ended September 3( September 3C December 31

Customer 2005 2004 2005 2004 2005 2004
A 12% 15% 16% 10% 13% 20%
B * * * * 13% 12%
C * 10% * * * 13%

All of the above customers are located in the U.S.
* Less than 10%

Note 7: Comprehensive Income

In accordance with SFAS 13Reporting Comprehensive Income , the Company is required to display comprehenisiveme and loss and
its components as part of the Company’s consoliifit@ncial statements. Accumulated other comprsiverincome of $30,000 for the nine
months periods ended September 30, 2005 is cordeigirely of foreign currency translation adjusigerecorded since the inception of
Travelzoo (Europe) Ltd, formerly known as Travelidid Ltd, in May 2005.

Note 8: Foreign Currency Translation

The functional currency of the Company'’s fgresubsidiary is deemed to be the local currencyhi® subsidiary. Current assets and
current liabilities recorded in foreign currencae translated into U.S. dollars at period-end arge rates, and revenues and expenses are
translated at average exchange rates during thedpdihe effects of foreign currency translatiojuatiments are included in other income
(expense), net in the consolidated statementserfatipns. The effects of foreign currency transladjustments are included in accumulated
other comprehensive income (loss) within equitthie consolidated balance sheet. All transactioasigyor losses on foreign currency
transactions are recognized in other income (ex@enst in the consolidated statement of operations

Note 9: Recent Accounting Pronouncements

In December 2004, the Financial Accountingh8tads Board issued SFAS 123Rare-Based Payment , which requires the measurement
of all share-based payments to employees, inclugliagts of employee stock options, using a faivedbased method and the recording of
such expense in the statement of operations. T¢wating provisions of SFAS 123R are effectiveffecal years beginning after June 15,
2005. The Company will adopt SFAS 123R on JanuaB006. The pro forma disclosures previously pasditinder SFAS 123 no longer
will be an alternative to financial statement regitign. As of September 30, 2005, the Company lmdnvested stock-based compensation
awards outstanding. Therefore, the Company doesxpect the adoption of SFAS 123R to have a méateffiect on the Company’s
consolidated statement of operations. If, howether Company grants stock options in future perititisse options would be valued pursuant
to SFAS 123R and would result in stock compensatigense that could be material.
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Item 2. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The information in this report contains forddooking statements within the meaning of Sec#@A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchaogef 1934, as amended. Such statements are basedcurrent expectations,
assumptions, estimates and projections about Taewelnd our industry. These forward-looking stateimiare subject to the many risks and
uncertainties that exist in our operations andregs environment that may cause actual result®rpence or achievements of Travelzoo to
be different from those expected or anticipatethenforward-looking statements. Any statementsaioetl herein that are not statements of
historical fact may be deemed to be forward-loolstafements. For example, words such as “may”]*w#ghould”, “estimates”, “predicts”,
“potential”, “continue”, “strategy”, “believes”, ‘’icipates”, “plans”, “expects”, “intends”, and slar expressions are intended to identify
forward-looking statements. Travelzoo’s actual lssand the timing of certain events could diffgméficantly from those anticipated in such
forward-looking statements. Factors that might eawrscontribute to such a discrepancy include gbeitnot limited to, those discussed
elsewhere in this Report in the section entitlegskRFactors” and the risks discussed in our otleaugities and Exchange Commission
(“SEC") filings. The forward-looking statements inded in this report reflect the beliefs of our ragament on the date of this report.
Travelzoo undertakes no obligation to update pilybliay forward-looking statements.

Overview

Travelzoo Inc. (the “Company” or “Travelzoad$)an Internet media company that publishes traffefs from hundreds of travel
companies. As the Internet is becoming consumeedeped medium to search for travel offers, wevyate airlines, hotels, cruise lines,
vacation packagers, and other travel companiesaM#st, flexible, and cost-effective way to reaahions of users. While our products
provide advertising opportunities for travel comiganthey also provide Internet users with a flm&ee of information on current sales and
specials from hundreds of travel companies.

Our publications include th&avelzoo Web sites (www.travelzoo.com and www.travelzoo.kjy.the Travelzoo Top 20 e-mail newsletter,
and theNewsflash e-mail product The Company also operat8gperSearch , a pay-per-click travel search engine. More thad BBavel
companies purchase our advertising services.

We have two operating segments based on galnigreegions: North America and Europe. North Arcargonsists of our U.S. operations.
Europe consists of our U.K. operations which beigdviay 2005. As of September 30, 2005, Europeamatipes were less than 5% of
revenues.

Our revenues are advertising revenues, camgist listing fees paid by travel companies toextige their offers on theravelzoo Web
sites, in thelravelzoo Top 20 e-mail newsletter, in thdewsflash e-mail product, and i8uperSearch , a pay-per-click travel search engine.
Revenues are principally generated from the sadeleértising on oufravelzoo Web site and in oufravelzoo Top 20 newsletter. Listing fees
are based on placement, number of listings, numbienpressions, or number of clickthroughs. Smadldvertising agreements — typically
$4,000 or less per month — typically renew autoozédiy each month if they are not terminated bydlent. Larger agreements are typically
related to advertising campaigns and are not autoatly renewed.

When evaluating the financial condition aneming performance of the Company, managemenséscan the following financial and
non-financial indicators:

. Growth of number of subscribers of the Com(’s newsletters and page views of the homepage® Travelzoo Web sites
. Growth in revenues in the absolute and relativiiéogrowth in reach of the Compé's products
. Operating margin

. Revenue per employee as a measure of produci

Critical Accounting Policies

We believe that there are a number of accogmgolicies that are critical to understanding loigtorical and future performance, as these
policies affect the reported amounts of revenuethadnore significant areas involving managemguotigments and estimates. These
significant accounting policies relate to reveneeognition, the allowance for doubtful accounts] habilities to former stockholders. These
policies, and our procedures related to theseipsliare described in detail below.
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Revenue Recognition

We recognize revenue on arrangements in agnoedwith Securities and Exchange Commission 8afbunting Bulletin No. 104,
Revenue Recognition . We recognize advertising revenues in the penoahich the advertisement is displayed, provided &vidence of an
arrangement exists, the fees are fixed or deteivtérend collection of the resulting receivabledagonably assured. If fixdde advertising i
displayed over a term greater than one month, te&are recognized ratably over the period as ibestbelow. The majority of insertion
orders have terms that begin and end in a quareplyrting period. In the cases where at the eramqfarterly reporting period the term of an
insertion order is not complete, the Company reagnrevenue for the period by pro-rating the tatehngement fee to revenue and deferred
revenue based on a measure of proportionate peafaenof its obligation under the insertion orddre Tompany measures proportionate
performance by the number of placements deliveneidumdelivered as of the reporting date. The Compaes prices stated on its internal
rate card for measuring the value of delivered amdklivered placements. Fees for varidike-advertising arrangements are recognized k
on the number of impressions displayed or clickssdieed during the period.

Under these policies, no revenue is recognizgelss persuasive evidence of an arrangemensgededivery has occurred, the fee is fixe
determinable, and collection is reasonably assured.Company evaluates each of these criteriallasvia

. Evidence of an arrangement. We consider an insertion order signed by the clerts agency to be evidence of an arrangen

. Delivery. Delivery is considered to occur when the advergigias been displayed and, if applicable, the dlickighs have been
delivered.

. Fixed or determinable fee. We consider the fee to be fixed or determinabthéffee is not subject to refund or adjustment and
payment terms are standa

. Collection isreasonably assured. We conduct a credit review for all transactionthattime of the arrangement to determine the
creditworthiness of the client. Collection is deelhmeasonably assured if we expect that the clidhbes able to pay amounts under
the arrangement as payments become due. If wendiatethat collection is not reasonably assured) the defer the revenue and
recognize the revenue upon cash collection. Cadleds deemed not reasonably assured when a digetrceived to be in financial
distress, which may be evidenced by weak indusingitions, a bankruptcy filing, or previously bdlamounts that are past d

Advertising sold to clients through agencieseiported at the net amount billed to the agency.

Allowance for Doubtful Accounts

We record a provision for doubtful accountsdzhon our historical experience of write-offs andetailed assessment of our accounts
receivable and allowance for doubtful accountsedtimating the provision for doubtful accounts, a@g@ment considers the age of the
accounts receivable, our historical write-offs, theditworthiness of the client, the economic ctinds of the client’s industry, and general
economic conditions, among other factors. Shoulddarthese factors change, the estimates made hageanent will also change, which
could impact the level of our future provision fimubtful accounts. Specifically, if the financialraition of our clients were to deteriorate,
affecting their ability to make payments, additibpeovision for doubtful accounts may be required.

Liability to Former Stockholders

On October 15, 2004, we announced a prograterumhich we would make cash payments to persomsestablish that they were former
stockholders of Travelzoo.com Corporation, and fdied to submit requests for shares in Travelzao within the required time period. We
account for the cost of this program as an expess@ded in general and administrative expensesanudrent accrued liability. The ultimate
total cost of this program is not reliably estimr@bkcause it is based on the ultimate number af v@djuests received and future levels of the
Company’s common stock price. The Company’s comstock price affects the liability because the amaficash payments under the
program is based in part on the recent level obtbek price at the date valid requests are redekd= do not know how many of the requests
for shares originally received by Travelzoo.com fwation in 1998 were valid. We believe that onlyoation of such requests were valid. In
order to receive payment under the program, a passeequired to establish that such person vahalgl shares in Travelzoo.com
Corporation.
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Since the total cost of the program is naaldy estimable, the amount of expense recordedgariod is equal to the number of actual
claims received during the period multiplied bytfi® number of shares held by each individual fersbeckholder and (ii) the applicable
settlement price based on the recent price of onmeon stock at the date the claim is receivedipslated by the program. Requests are
generally paid within 30 days of receipt. Pleaderro Note 5 to our unaudited condensed cons@difihancial statements for further details
about our liabilities to former stockholders.

Results of Operations
The following table sets forth, as a perceatafjtotal revenues, the results of our operatfonthe periods indicated.

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
Revenue: 10C% 100% 10C% 100%
Cost of revenue 2 2 2 2
Gross profit 98 98 98 98
Operating expense
Sales and marketir 53 46 49 49
General and administrati 14 17 18 17
Total operating expens 67 63 67 66
Income from operatior 31 35 31 32
Other income and expenses, 2 — 2 —
Income before income tax 33 35 33 32
Income taxe: 16 14 16 13
Net income 17% 21% 17% 19%

For the nine months ended September 30, 208@%eported income from operations of approxima#dly.3 million. As of September 30,
2005, we had retained earnings of approximatelyIa8llion. Our operating margin decreased to 30@%ales for the nine months ended
September 30, 2005 from 31.5% for the same peaisidylear.

For the three months ended September 30, 209%eported income from operations of approxinya$dl.2 million. Our operating margin
decreased to 31.2% of sales for the three montthesdeBeptember 30, 2005 from 35.0% for the samegé&st year. The main reason for this
decrease in our operating margin is that our saidsmarketing expenses grew faster than our regenue

We do not know whether our marketing expeases percentage of revenue will continue to ineréa$uture periods. Increased
competition in our industry and increases in therage cost of acquiring a new subscriber (see ‘Sildes Acquisition’below) could force u
to further increase our marketing expenses asaptge of revenue. Further, losses from our glyatereplicate our business model in
selected foreign markets may have a material advergact on our results of operations.

The increase in other income from approxinya$®,000 in the three months ended September 3@ #0approximately $279,000 in the
three months ended September 30, 2005 represésrtssnearned on the Company’s cash, cash equisaserd short term investments.

Our losses from operations in the U.K. werpragimately $363,000 and $538,000 for the threetlimoanded September 30, 2005 and the
period from May 4, 2005 (inception) to SeptemberZID5, respectively, subject to any adjustmenugpmpletion of a third-party transfer
pricing analysis which is underway.

Reach

The following table sets forth the number wbscribers of each of ourreail publications in both the U.S. and the U.Ko&September 3
2005 and 2004 and the total number of page viewthohomepage of tHEavelzoo Web site in U.S. for the nine months ended
September 30, 2005 and 2004. The Company doeswetdvailable information on the total number ajgaiews for the homepage of the
Travelzoo Web site in the U.K. Management considersTieel zoo homepages as indicators for the growth in
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Web site traffic. Management reviews these nonrfiie metrics for two reasons: First, to monitor ptogress in increasing the reach of our
products. Second, to evaluate whether we are alderivert higher reach into higher revenues.

September 30,

Year-over-Year

2005 2004 Growth
Subscribers
North America
Travelzoo Top 20 8,660,00! 7,752,001 12%
Newsflash 5,780,00! 5,237,001 10%
Europe
Travelzoo Top 20 140,00( N/A N/A
Newsflash 70,00( N/A N/A

Nine Months Ended
September 30,

Year-over-Year

2005 2004 Growth
Page views of homepagesTravelzoo Web sites
North America 29,888,00 22,670,00 32%
Europe N/A N/A N/A

Management believes that the increase in rehith publications in the nine months ended Seper 30, 2005 was in line with its
strategy.

The Company’s revenues for the nine monthe@i8eptember 30, 2005 increased by 59% from the ganiod last year. The number of
subscribers of th&ravelzoo Top 20 e-mail newsletter increased by 12% for North Ameerigage views of the homepage of Thavel zoo Web
site in the U.S. increased by 32% as shown inghketabove. In the nine months ended Septemb&@08d, 85% of revenues were generated
from theTravelzoo Web site and th&ravelzoo Top 20 newsletter. In the nine months ended Septembe2(®1h, 69% of revenues were
generated from th&ravelzoo Web site and th&ravelzoo Top 20 newsletter. Management believes that the daténéonine months ended
September 30, 2005 and 2004 indicate that the Coymnwas able to generate higher revenues as reacased.

Revenues

Our total revenues increased to $13.4 milfarthe three months ended September 30, 2005 $@B million for the three months ended
September 30, 2004. Our total revenues increas@8a® million for the nine months ended Septen®#er2005 from $23.2 million for the
nine months ended September 30, 2004. This regsearrncrease of 59%.

Our revenues from operations in the U.K. far three months ended September 30, 2005, ancetioel from May 4, 2005 (inception) to
September 30, 2005, were approximately $368,000588,000, respectively.

67% of our revenue growth in the nine montideel September 30, 2005 compared to the nine menthedd September 30, 2004 came
from our new productQuperSearch . 3% of our revenue growth in the nine months eregkember 30, 2005 compared to the nine months
ended September 30, 2004 came from our operatiaiheiU.K. The remaining 30% came from our othedpcts (i.eTravelzoo Web site in
the U.S.,Travelzoo Top 20 newsletter, antNewsflash ) and is attributed to an increase in our advegisates for our other products and an
increase in the number of clients and the volumadokrtising sold. Approximately 23% of the reveguewth in the nine month period enc
September 30, 2005 compared to the nine monthsie®elgtember 30, 2004 is attributed to an increasei advertising rates for our existi
products. Due to the increase in the reach of abligations, we increased the prices for advegigilacements on average by approximately
15% as of January 1, 2005. Approximately 7% ofremenue growth in the period ended September 3I) 20mpared to the nine months
ended September 30, 2004 is attributed to an isergathe number of clients and an increase ivtheme of advertising sold to existing
clients.

In the nine months ended September 30, 20& Bere, Inc., an advertising agency represeniirayelocity.com, accounted for 16% of
our total revenues. In the three months ended 8dyate30, 2005, Click Here, Inc. accounted for 1Z%uw total revenues. In the nine mor
ended September 30, 2004, Click Here, Inc. accduiotel0% of our total revenues. In the three msmhded September 30, 2004, Click
Here, Inc. accounted for 15% of our total reverars Orbitz LLC accounted for 10% of our total rewes. No other clients accounted for
10% or more of our total revenues during the timeaths and nine months ended September
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30, 2005, and the three months and nine monthsdeBeptember 30, 2004. The increase in our condimtraf revenues is primarily the
result of our newBuper Search product.Super Search listings are primarily purchased by large onlirevél agencies. There is a high
concentration in the online travel agency segmdanagement expects revenue concentration to readie current level in the foreseeable
future.

Management believes that our ability to inseeeevenues in the future depends mainly on tlaeerfs:
. Our ability to increase our advertising rat
. Our ability to sell more advertising to existingecits; anc
. Our ability to increase the number of clier

We believe that we can increase our advedtisates only if the reach of our publications irases. We do not know if we will be able to
increase the reach of our publications. We belteaewe can sell more advertising only if the mafke online advertising continues to grow
and if we can maintain or increase our market sh&ebelieve that the market for online advertistogtinues to grow. We do not know if
we will be able to maintain or increase our madtetre. We historically increased the number ohtdién every year since inception. We do
not know if we will be able to increase the numbkclients in the future.

Average annualized revenue per employee iseckto $824,000 for the three months ended Septe30h@005 from $776,000 for the
three months ended September 30, 2004.

Cost of Revenues

Cost of revenues consists of network expenselsiding fees we pay for co-location serviceqréeiation of network equipment, salary
expenses associated with network operations stadf fees for photos used in our publications. @gt of revenues increased to $225,000 for
the three months ended September 30, 2005 from @184or the three months ended September 30, ZDOcost of revenues increased to
$629,000 for the nine months ended September 3B #6m $529,000 for the nine months ended SepteBMme2004. As a percentage of
revenue, cost of revenues remained the same, 2%he&mine months ended September 30, 2005 artidarine months ended September
2004. The increase in cost of revenues in the mioeths ended September 30, 2005 compared to teemonths ended September 30, 2004
was primarily due to an increase in headcount ofhnetwork operations staff.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafriggvertising and promotional expenses, salapgeses associated with sales and
marketing staff, conference expenses, and pullitises expenses. Sales and marketing expensesagert to $7.1 million for the three
months ended September 30, 2005 from $4.3 millboriHe three months ended September 30, 2004. &ademarketing expenses increased
to $18.3 million for the nine months ended Septendiie 2005 from $11.5 million for the nine monthmled September 30, 2004. The
increase in sales and marketing expenses was fisirdae to increases in our advertising campaigimg goal of our advertising was to
acquire new subscribers for our e-mail productstaridcrease brand awarenessToavelzoo . For the nine months ended September 30,
2005 and 2004, advertising expenses accountedfarand 76%, respectively, of sales and marketipgeses. Advertising activities during
these periods consisted primarily of online adgertj. The increase in sales and marketing expengbe nine months ended September 30,
2005 compared to the nine months ended Septemb2088 was also due to an increase in headcounircfales force.

Our goal is to increase our revenues from didieg sales. One important factor that drives mwenues is our advertising rates. We
believe that we can increase our advertising matdsif the reach of our publications increasesoilder to increase the reach of our
publications, we have to acquire a significant nanmdf new subscribers in every quarter and continygomote our brand. Therefore, we
expect our sales and marketing expenses as a pegeasf revenue to remain at the current levehorgase from the current level. The main
factor that impacts our advertising expenses igtlegage cost per acquisition of a new subscriblerbelieve that the average cost per
acquisition depends mainly on the advertising rateish we pay for media buys, our ability to manage subscriber acquisition efforts
successfully, and the degree of competition iniodustry.

In May 2005, we began operations in the U.Ke $tartup of our business in the U.K. and our plan to expato other European countr
in 2006 is expected to result in a significant &ddal increase in our sales and marketing expeinsitbe foreseeable future.
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General and Administrative

General and administrative expenses consisipity of compensation for administrative and axtaee staff, fees for professional servic
rent, bad debt expense, amortization of intangiskets and general office expense. General andhisthaiive expenses increased to
$1.9 million for the three months ended SeptemBe2805 from $1.7 million for the three months eh@&eptember 30, 2004. General and
administrative expenses increased to $6.6 millarte nine months ended September 30, 2005 frothréiBlion for the nine months ended
September 30, 2004. In 2005, general and admitiisraxpenses increased primarily due to expenfs$$.8 million for cash payments made
or to be made to former stockholders of Travelzom.€orporation and also due to increases in exgdnséegal and professional services
related to compliance with Section 404 of the SaglsaOxley Act of 2002.

In the nine months ended September 30, 26@5Cbmpany recorded expenses of $1.2 million rélate program under which the
Company intends to make cash payments to formekistdders of Travelzoo.com Corporation, who failedubmit requests for shares in
Travelzoo Inc. within the required time period. Téenses are based on the number of actual eajicests received and the Company’s
stock price. The Company expects expenses relatine orogram to decrease in future periods dam texpected decrease in the number of
valid requests received.

We expect that we will incur significant exges in 2005 in order to allow management to reporand our independent auditors to attest
to, our internal controls over financial reportirg, required by Section 404 for the Sarbanes-Oxétyf 2002. At this time, the total cost is
not reliably estimable as it will be dependent lo@ humber of areas requiring improvement and oredition efforts where necessary. The
Company has expensed approximately $417,000 id-flsirty compliance costs in the nine months endedeSdyer 30, 2005. Currently, nc
of our identified areas that need improvement Hmean categorized as material weaknesses or sigmifiteficiencies. However, we are stil
the evaluation process, and we may identify cooitithat may result in significant deficienciesraterial weaknesses in the future.

We expect our headcount to continue to iner@ashe future. The Company’s headcount is orte@imain drivers of general and
administrative expenses. Therefore, we expect eneigl and administrative expenses to continued@ase.

We expect the operations of Travelzoo UK &utein a significant additional increase in oungeal and administrative expenses.

Subscriber Acquisitior

The table set forth below provides for eachrter in 2002, 2003, 2004, and the first three gusiof 2005, an analysis of our average cost
for acquisition of new subscribers for olmavelzoo Top 20 newsletter and oudewsflash e-mail alert service for our operating segments,
North America and Europ

The table includes the following data:

. Average Cost per Acquisition of a New Subscrifidvis is the quarterly costs of consumer markepragrams whose purpose
was primarily to acquire new subscribers, dividgddial new subscribers added during the quz

. New Subscribers: Total new subscribers who sigmefbuat least one of ou-mail publications throughout the quarter. This is
an unduplicated subscriber number, meaning a sbksaerho signed up for two or more of our publioas is only counted
once.

. Unsubscribes: Subscribers who were removed frontist throughout the quarter either as a resuheir requesting removal,
or based on periodic list maintenance after werdeted that the-mail address was likely no longer val

. Balance: This is the number of subscribers aetitbof the quarter, computed by taking the prevguarter’s subscriber
balance, adding new subscribers during the cugeatter, and subtracting unsubscribes during thectuquarter
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North America:

Average Cost pe
Acquisition of a

Period New Subscriber New Subscriber: Unsubscribes Balance

Q1 2002 $ 0.9¢ 254,141 (24,547  1,614,13
Q2 2002 $ 0.9t 590,26t (156,20/) 2,048,19:
Q3 2002 $ 1.01 740,65t (51,566€) 2,737,28:
Q4 2002 $ 1.31 799,95¢ (55,069 3,482,171
Q1 2003 $ 1.62 693,87 (213,42) 3,962,62!
Q2 2003 $ 1.5¢ 924,90: (172,409 4,715,12.
Q3 2003 $ 1.52 1,108,04! (248,969 5,574,20!
Q4 2003 $ 2.17 869,28t (240,90) 6,202,58.
Q1 2004 $ 2.2¢ 920,06 (185,15) 6,937,49!
Q2 2004 $ 2.5¢ 858,89 (634,707 7,161,69:
Q3 2004 $ 1.2¢ 1,298,96. (602,62%) 7,858,022
Q4 2004 $ 1.7C 694,02t (343,139 8,145,73
Q1 2005 $ 2.5¢ 659,45¢ (475,93 8,329,25!
Q2 2005 $ 2.6z 806,73« (533,109 8,602,88.
Q3 2005 $ 3.1¢ 740,76¢ (422,86%) 8,920,78.

Europe:

Average Cost pe
Acquisition of a
Period New Subscriber New Subscriber: Unsubscribe: Balance

Q3 2005 $ 1.65 127,85 (5,577) 140,15!

In North America, we have noted a trend ofé@asing cost per new subscriber over the last fsavsy driven by a gradual increase in or
advertising rates by our media suppliers as welha®ased activity from competitors using simflaims of online advertising for their own
marketing efforts. The decline in new subscribeyugsition costs in Q3 2004 and Q4 2004 reflectsetffiect of new advertising campaigns
which were tested at that time. We do not condideidecline in new subscriber costs in Q3 2004@4@004 to be necessarily indicative
longer-term trend that our subscriber costs amlito stay at this level or are likely to decliivether.

The operational impact of increased acquisitiost is higher absolute marketing expenses atehjpally higher relative marketing
expenses as a percentage of revenue. Going fomerskpect continued upward pressure on online #divey rates and continued activity
from competitors, which will likely increase ourstger new subscriber over the long term. The efiamperations is that greater absolute
and relative marketing expenditure may be necegeargntinue to grow the reach of our publicatidhgs possible that the factors driving
subscriber acquisition cost increases can be fpiacompletely offset by new or improved methadsubscriber acquisition using
techniques which are under evaluation. Thus waara@ble to meaningfully predict the short-termrgesdy trend in the cost of acquiring new
subscribers.

Income Taxes

For the three months ended September 30, 289%corded an income tax provision of $2.2 millibor the three months ended
September 30, 2004, we recorded an income taxgioovof $1.4 million. For the nine months endedt&eyer 30, 2005, we recorded an
income tax provision of $5.7 million. For the nim®nths ended September 30, 2004, we recorded amétax provision of $3.0 million.
Our income is generally taxed in the U.S. and naoine tax provisions reflect federal and stateitiag rates applicable to our levels of
income and expenses that are treated as havingcognizable tax benefit. For the nine months er®kmtember 30, 2005, our effective tax
rate was 47.4%. Expenses of $1.2 million relatea poogram under which the Company
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makes cash payments to former stockholders of Taavecom Corporation, who failed to submit requédstshares in Travelzoo Inc. within
the required time period, were treated as havingenognizable tax benefit. Further, a loss of $838,from our U.K. operations was treated
as having no recognizable tax benefit.

We expect that our effective tax rate in fatperiods may fluctuate depending on the total athofiexpenses representing payments to
former stockholders, from losses or gains inculngadur U.K. operations and related U.K. tax liglilind corresponding U.S. tax credits, if
any.

During the first quarter of 2005, the Compagglized a tax benefit of $396,000 upon the exerofsstock options by a director. The tax
benefit reduced the Company’s income tax payakdeimreased additional paid-in capital by this antou

Stockholders’ Equity

In January 2005, an aggregate of 17,275 slvdiresmmon stock were issued to a current diregpom the exercise of fully vested options.
The options were granted in 2001 and 2002 to treetdir for her services as director in 2000, 2@0M 2002.

Liquidity and Capital Resources

As of September 30, 2005, we had $42.6 miliibcash and cash equivalents and short-term imeggs. Cash and cash equivalents and
short-term investments increased from $36.5 milbarDecember 31, 2004 primarily as a result of gaskided by operations as explained
below. We expect that cash on hand and cash flenwsrgted from operations will be sufficient to pdevfor working capital needs for at
least the next 12 months.

Net cash provided by operating activitiesha hine months ended September 30, 2005 was $Bi@miNet cash provided by operating
activities in the nine months ended September 304 2vas $2.3 million. In the nine months ended &eper 30, 2005, net cash provided by
operating activities resulted primarily from net@me and an increase in accrued expenses offset Imcrease in accounts receivable.
Accounts receivable as a percentage of revenuedsed primarily because of a larger portion ofriime orders which include variable-fee
advertising, particularly advertising in oBuper Search product. Insertion orders that include variafde-advertising are invoiced at the enc
the month. If revenues froRuper Search continue to increase as a percentage of total teyeme expect the increase of accounts receival
a percentage of total revenue to continue. In the months ended September 30, 2004, net cashdeblly operating activities resulted
primarily from net income and tax benefit of staktion exercises offset by an increase in acca@tsivable and a net decrease in income
tax payable.

Net cash used in investing activities was $8ilion and $39,000 during the nine months endept&mber 30, 2005 and September 30,
2004, respectively. In the nine months ended Sepei30, 2005, net cash used in investing activitiese for the purchase of short-term
investments and for equipment purchases. In the mionths ended September 30, 2004, net cash waignuseesting activities for
equipment purchases.

Net cash used in financing activities was $80,during the nine months ended September 30,. 20€tccash provided by financing
activities was $330,000 during the nine months driéiegptember 30, 2004. In the nine months endece®éer 30, 2005, net cash used in
financing activities resulted primarily from regesion related expenses incurred during the paetated to the issuance of common stock in
October 2004. In the nine months ended Septemh&(8B31, net cash provided by financing activitiesulted primarily from proceeds from
stock option exercises.

Our capital requirements depend on a numb&aabérs, including market acceptance of our preglaad services, the amount of our
resources we devote to development and launchvofoneducts, cash payments to former stockholdefgafelzoo.com Corporation,
expansion of our operations, and the amount of@ources we devote to promoting awareness ofréaalzoo brand. Since the inception of
the program under which we would make cash payntergsrsons who establish that they were formerkstolders of Travelzoo.com
Corporation, and who failed to submit requestsofar shares within the required time period, we haearred expenses of $2.4 million.
While future payments for this program are expettedecrease, the total cost of this program iswstdeterminable because it is dependent
on our stock price and on the number of claimsnaltely received. Consistent with our growth, weehaxperienced a substantial increase in
our sales and marketing expenses since inceptighwa anticipate that these increases will contfiou¢he foreseeable future. We believe
cash on hand and generated during those periobbenslufficient to pay such costs. In addition,wit continue to evaluate possible
investments in businesses, products and technglatie consummation of any of which would increasecapital requirements.
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Although we currently believe that we havefisignt capital resources to meet our anticipatedking capital and capital expenditure
requirements beyond the next 12 months, unanteipatents and opportunities may require us taasielitional equity or debt securities or
establish new credit facilities to raise capitabider to meet our capital requirements. If we additional equity or convertible debt securil
the sale could dilute the ownership of our exisstarkholders. If we issue debt securities or distala new credit facility, our fixed
obligations could increase, and we may be requoedjree to operating covenants that would resiticioperations. We cannot be sure that
any such financing will be available in amount®orterms acceptable to us.

We expect that cash on hand will be sufficterfinance the expected expansion of our Europganations.
The following summarizes our principal contted commitments as of September 30, 2005 (in thods):

2005 2006 2007 2008 Thereafter Total
Operating lease $ 30¢ 57C 451 — — $ 1,32¢
Purchase obligatior 29 114 10 — — 152
Total commitment: $ 337 684 461 — — $ 1,48-

As of September 30, 2005, we have recordéibdity of $6,000 for the estimated minimum liahilthat is probable to be paid under a
program to make cash payments to former stockh®lofefravelzoo.com Corporation. The total liabilitigurred under this program is not
reliably estimable because it is based on the atérmumber of valid requests received and futuwrel$eof the Company’s common stock
price. The Company’s common stock price affectditii@lity because the amount of cash payments utideprogram is based in part on the
recent level of the stock price at the date vadglests are received.

RISK FACTORS

Investing in our common stock involves a high degree of risk. Any or all of the risks listed below as well as other variables affecting our
operating results could have a material adverse effect on our business, our quarterly and annual operating results or financial condition,
which could cause the market price of our stock to decline or cause substantial volatility in our stock price, in which event the value of your
common stock could decline. You should also keep these risk factors in mind when you read forward-looking statements.

Risks Related to Our Financial Condition and Busines Model

Our limited operating history makes our businessfitiult to evaluate.

We have only a limited operating history fauyto consider in evaluating our business. As angatompany, we face risks and
uncertainties relating to our ability to succedgfihplement our business plan. You must consilerrisks, expenses and uncertainties which
can materially affect the business of a young campi&e ours. These risks include uncertainty whetlie will be able to:

. increase awareness of {Travelzoo brand;

. attract and retain additional travel companiesstotheir special offers with u
. attract additional Internet users to Travelzoo Web sites;

. attract additional Internet users as subscribeasita-mail publications;

. increase the functionality of our products and eew,

. maintain our current, and develop new, businesgiogiships

. respond effectively to competitive pressures;

. continue to develop and upgrade our technol
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We cannot assure you that we will sustain profithyi.

Although we have been profitable in the ptmtre is no assurance that we will continue torodéitable. We forecast our future expense
levels based on our operating plans and our essradtfuture revenues. We may find it necessapctelerate expenditures relating to our
sales and marketing efforts or otherwise increasdimancial commitment to creating and maintainiimgnd awareness among travel
companies and Internet users. If our revenues gt@aslower rate than we anticipate, or if our siy@nlevels exceed our expectations or
cannot be adjusted to reflect slower revenue grow¢hmay not generate sufficient revenues to sugtafitability. If our new U.K.
operations and our expected expansion into othesean countries in 2006 incur significant lossiis, will result in a significant negative
impact on our results of operations. In this c#se value of the shares of Travelzoo could be reduc

Fluctuations in our operating results may negatiyeimpact our stock price.

Our quarterly operating results may fluctugigmificantly in the future due to a variety of fas that could affect our revenues or our
expenses in any particular quarter. You shouldelgton quarter-to-quarter comparisons of our tssef operations as an indication of future
performance. Factors that may affect our quartedylts include:

. mismatches between resource allocation and clemiatd due to difficulties in predicting client derdan a new marke
. changes in general economic conditions that coifédtamarketing efforts generally and online maikgtefforts in particular
. the magnitude and timing of marketing initiativesluding our anticipated expansion efforts in Eagauring 2006

. the introduction, development, timing, compedtjpricing and market acceptance of our productssendces and those of our
competitors

. our ability to attract and retain key personi

. our ability to manage our anticipated growth angassion;

. our ability to attract traffic to our Web site

. technical difficulties or system downtime affectitihge Internet generally or the operation of ourdoicds and services specifically;

. payments which we make to previous stockholdefisavelzoo.com Corporation who failed to submguwests for shares in
Travelzoo Inc. within the required time peric

In addition, we plan to significantly increasar operating expenses related to advertising aagnp forTravelzoo and the expansion of ¢
sales and production departments. If revenuedéddiw our expectations in any quarter and we aablerto quickly reduce our spending in
response, our operating results would be lower ehgected and our stock price may fall.

We depend on one client for a substantial part efrgevenues.

One of our current clients represents a sukiatgortion of our business. For the nine morghded September 30, 2005, Click Here, Inc.,
an advertising agency representing Travelocity.carapunted for 16% of our revenues. In the thresthoended September 30, 2005, Click
Here, Inc. accounted for 12% of our revenues. ©he bf this client may result in a significant d=se in our revenues, which could have a
material adverse effect on our business. We haittewragreements with Click Here, Inc. The agreasiprovide that Travelzoo will be paid
for the publication of ads on a cost-per-click ba3ihe Click Here, Inc. agreements are cancelgime 90 days’ written notice, and the
payment terms are net 60 days with no discoungédioly payment. Copies of the agreements with Glieke were previously filed as exhibits
to our Annual Report on Form 10-K for the year ehBecember 31, 2004.

We may incur a material expenses related to a bankey filing from one of our customers that has ngét been expensed.

One of our current clients, Digitas, Inc.,negents Delta Air Lines. On September 14, 2005taD%&ir Lines filed for bankruptcy. We are
currently unable to determine the effect that fitiisg will have on our financials. However, thetabamount due to us from Digitas, Inc.
related to Delta Air Lines is $194,000. At this énwe are unable to determine how much will be paigs by Digitas, Inc., thus, we are
unable to record a specific reserve for this actduis possible that we may have to record areesp up to the $194,000 in future periods
because of this bankruptcy filing.
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Our business model is unproven and may not be adhf# to a changing market.

Our current revenue model depends on advagtieies paid by travel companies. If current ciedgcide not to continue advertising their
offers with us and we are unable to replace theth méw clients, our business may be adversely i@ffledo be successful, we must provide
online marketing solutions that achieve broad niaskeeptance by travel companies. In addition, wstrattract sufficient Internet users w
attractive demographic characteristics to our petglut is possible that we will be required tothar adapt our business model in response to
changes in the online advertising market or if cunrent business model is not successful. If wenateble to anticipate changes in the on
advertising market or if our business model isqumtcessful, our business could be materially adeedfected.

We may not be able to obtain sufficient funds tagr our business and any additional financing may be terms adverse to your interests.

We intend to continue to grow our business, iatend to fund our current operations and anditgg growth from the cash flow generated
from our operations and our retained earnings. Hewehese sources may not be sufficient to meeheeds. We may not be able to obtain
additional financing on commercially reasonablen®ror at all.

If additional financing is not available whegguired or is not available on acceptable ternesmay be unable to fund our expansion,
successfully promote our brand name, develop camedgnour products and services, take advantagesofdss opportunities, or respond to
competitive pressures, any of which could have teris adverse effect on our business.

If we choose to raise additional funds throtlghissuance of equity securities, you may expeéssignificant dilution of your ownership
interest, and holders of the additional equity séies may have rights senior to those of the hlad our common stock. If we obtain
additional financing by issuing debt securitieg tirms of these securities could restrict or preus from paying dividends and could limit
our flexibility in making business decisions.

Our business may be sensitive to recessions.

The demand for online advertising may be lihiethe level of economic activity and employmienthe U.S. and abroad. Specifically, «
business is dependent on the demand for onlineréglag from travel companies. The last recessiecrelased consumer travel and caused
travel companies to reduce or postpone their maudkspending generally, and their online marketipgnding in particular. If the current
economic recovery does not continue, our businedgiaancial condition could be materially adveysaffected.

Our operations could be significantly hindered blyet occurrence of a natural disaster or other catagihic event.

Our operations are susceptible to outagegdalfiee, floods, power loss, telecommunicationduias, break-ins and similar events. In
addition, a significant portion of our network iagtructure is located in Northern California, asaasusceptible to earthquakes. We do not
have multiple site capacity in the event of anyhsoccurrence. Outages could cause significantriqéons of our service. In addition, des
our implementation of network security measures,seavers are vulnerable to computer viruses, physind electronic breaks, and simila
disruptions from unauthorized tampering with oumgaiter systems. We do not carry business integnptisurance to compensate us for
losses that may occur as a result of any of thesets.

Technological or other assaults on our service cdldarm our business.

We are vulnerable to coordinated attempts/eload our systems with data, resulting in deoialeduction of service to some or all of our
users for a period of time. We have experiencedbtlehservice attacks in the past, and may expedgesuch attempts in the future. We do
carry business interruption insurance to compensafer losses that may occur as a result of arljesdfe events. Any such event could ret
our revenue and harm our operating results anddiahcondition.

Risks Related to Our Markets and Strategy

We may not be able to develop awareness of our raame.

We believe that continuing to build awarenefsthe Travel zoo brand name is critical to achieving widespread pizoee of our products.
Brand recognition is a key differentiating facton@ng providers of online advertising opportunitigsd we believe it could
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become more important as competition in our ingustcreases. In order to maintain and build bramdraness, we must succeed in our
marketing efforts. If we fail to successfully prore@nd maintain our brand, incur significant exgsrng promoting our brand and fail to
generate a corresponding increase in revenueesli of our branding efforts, or encounter ledadtacles which prevent our continued use
of our brand name, our business could be mate@alsersely affected.

Our business may be sensitive to events affectirggttavel industry in general.

Events like the war with Iraq or the terroastiacks on the U.S. in 2001 have a negative impadhe travel industry. We are not in a
position to evaluate the net effect of these cirstamces on our business. In the longer term, osinbsis might be negatively affected by
financial pressures on the travel industry. Howgear business may also benefit if travel compaimesease their efforts to promote special
offers or other marketing programs. If the evepsilt in a longerm negative impact on the travel industry, supact could have a mater
adverse effect on our business.

We will not be able to attract travel companiesioternet users if we do not continually enhance an@velop the content and features of
our products and services.

To remain competitive, we must continually ioye the responsiveness, functionality and featofesir products and services. We may
not succeed in developing features, functions, yectsdor services that travel companies and Intersets find attractive. This could reduce
the number of travel companies and Internet ussrgwur products and materially adversely affestlusiness.

We may lose business if we fail to keep pace waéthidly changing technologies and clients needs.

Our success is dependent on our ability teekbgwvnew and enhanced software, services and dghadelucts to meet rapidly evolving
technological requirements for online advertisi@®gr current technology may not meet the futurenés requirements of travel companies.
Trends that could have a critical impact on ourcsss include:

. rapidly changing technology in online advertisi

. evolving industry standards, including both forraatide facto standards relating to online advertisi

. developments and changes relating to the Inte

. competing products and services that offer incretfsectionality; anc

. changes in travel company and Internet user reaeings.

If we are unable to timely and successfullyedep and introduce new products and enhancemetsisting products in response to our
industry’s changing technological requirements, lmusiness could be materially adversely affected.
Our business and growth will suffer if we are unabto hire and retain highly skilled personnel.

Our future success depends on our abilityttta@, train, motivate and retain highly skilleshgloyees. We may be unable to retain our
skilled employees, or attract, assimilate and netétier highly skilled employees in the future. Wave from time to time in the past
experienced, and we expect to continue to expegianthe future, difficulty in hiring and retainirlgghly skilled employees with appropriate
qualifications. If we are unable to hire and retshilled personnel, our growth may be restrictediclv could adversely affect our future
success.

We may not be able to effectively manage our expagaperations.

Since the commencement of our operations,ave experienced a period of rapid growth. In otdexxecute our business plan, we must
continue to grow significantly. As of September 3005, we had 65 employees. We expect that the auoflour employees will continue to
increase for the foreseeable future. This growthgiaced, and our anticipated future growth withthaue to place, a significant strain on our
management, systems and resources. We expectahaillvneed to continue to improve our financialananagerial controls and reporting
systems and procedures. We will also need to ceatio expand and maintain close coordination ansemgales, production, marketing, IT,
and finance departments. We may not succeed ie @fésrts. Our inability
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to expand our operations in an efficient mannetccoause our expenses to grow disproportionatetgenues, our revenues to decline or
grow more slowly than expected and otherwise havatzrial adverse effect on our business.

Our international operations are subject to incread risks which could harm our business, operatingsults and financial condition.

In May 2005, we began operations in the U.Kr flan is to expand into other European countrie¥)06. In addition to uncertainty about
our ability to generate net income from our foreggerations and expand our international markeitipasthere are certain risks inherent in
doing business internationally, including:

. trade barriers and changes in trade regulati

. difficulties in developing, staffing and simuleously managing foreign operations as a resultstédce, language and cultural
differences

. stringent local labor laws and regulatio
. currency exchange rate fluctuatio
. risks related to government regulation; i
. potentially adverse tax consequent
Intense competition may adversely affect our alilib achieve or maintain market share and operateffiably.

We compete for advertising dollars with latgeernet portal sites, such as America Online, M8 Yahoo!, that offer listings or other
advertising opportunities for travel companies. S¢heompanies have significantly greater finantéahnical, marketing and other resources
and larger client bases. We also compete with kesrgines like Google and Yahoo! Search that qfésrper-click listings. In addition, we
compete with newspapers, magazines and otheritmaaitmedia companies that provide online advergisipportunities. We expect to face
additional competition as other established andrgimg companies, including print media companieseethe online advertising market.
Competition could result in reduced margins onsmivices, loss of market share or less useafelzoo by travel companies and consumers.
If we are not able to compete effectively with emtror future competitors as a result of theseathdr factors, our business could be
materially adversely affected.

Loss of any of our key management personnel coutyatively impact our busines

Our future success depends to a significareneon the continued service and coordinationuofroanagement team, particularly Ralph
Bartel, our Chairman, President, Chief Executivédef, Chief Financial Officer and Secretary. Thed or departure of any of our officers or
key employees could materially adversely affectatility to implement our business plan. We domaintain key person life insurance for
any member of our management team. In additiorexpect new members to join our management teatreifuture. These individuals will
not previously have worked together and will beuiezd to become integrated into our management.tdaoar key management personnel
are not able to work together effectively or susbay, our business could be materially adversdfgcted.

We may not be able to access third party technologgn which we depend.

We use technology and software products fitwind parties including Microsoft. Technology frorarccurrent or other vendors may not
continue to be available to us on commercially oeable terms, or at all. Our business will suffevé are unable to access this technolog
gain access to additional products or to integnate technology with our existing systems. This dazduse delays in our development and
introduction of new services and related productsnihancements of existing products until equiviabemeplacement technology can be
accessed, if available, or developed internallfgafsible. If we experience these delays, our lessicould be materially adversely affected.
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Risks Related to the Market for our Shares

Our stock price has been volatile historically amghy continue to be volatile.

The trading price of our common stock has km@hmay continue to be subject to wide fluctuatidduring the first nine months of 2005,
the sale prices of our common stock on the NASDAdlidval Market ranged from $21.31 to $99.75 peresh@ur stock price may fluctuate
in response to a number of events and factors, asicjuarterly variations in operating results, ameements of technological innovations or
new products by us or our competitors, changemantial estimates and recommendations by secudtialysts, the operating and stock
price performance of other companies that investag deem comparable to us, and news reportsnglatitrends in our markets or general
economic conditions.

In addition, the stock market in general, g#r@lmarket prices for Internet-related companigzairticular, have experienced volatility that
often has been unrelated to the operating perfocmahsuch companies. These broad market and nydiisttuations may adversely affect
the price of our stock, regardless of our operap@dgormance.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whous Chairman of the Board, President, Chief Exgeudfficer, Chief Financial Officer
and Secretary, is our largest stockholder, holdiogroximately 78% of our outstanding shares wittiomg to increase his percentage
ownership to 81% on a fullgiluted basis. Through his share ownership, he &position to control Travelzoo and to elect entire board o
directors.

Risks Related to Legal Uncertainty

We may become subject to burdensome governmentla¢igns and legal uncertainties affecting the Inteet which could adversely affect
our business.

To date, governmental regulations have noenaly restricted use of the Internet in our maskélowever, the legal and regulatory
environment that pertains to the Internet is uraderand may change. Uncertainty and new regulationfd increase our costs of doing
business, prevent us from delivering our produotsservices over the Internet or slow the growttheflnternet. In addition to new laws and
regulations being adopted, existing laws may bdiegpo the Internet. New and existing laws mayearagsues which include:

. user privacy

. anti-spam legislation

. consumer protectiot

. copyright, trademark and patent infringeme

. pricing controls

. characteristics and quality of products and sesy
. sales and other taxes; &

. other claims based on the nature and content efrlat materials

We may be liable as a result of information retrie from or transmitted over the Internet.

We may be sued for defamation, negligenceyrigipt or trademark infringement or other legalicia relating to information that is
published or made available in our products. Tlgses of claims have been brought, sometimes ssitlys against online services in the
past. We do not carry professional liability ingwa. The fact that we distribute information vienaH may subject us to potential risks, such
as liabilities or claims resulting from unsolicitedmail or spamming, lost or misdirected messasgsrity breaches, illegal or fraudulent use
of e-mail or interruptions or delays in e-mail seev In addition, we could incur significant costs
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investigating and defending such claims, even ilitienately are not liable. If any of these evemtsur, our business could be materially
adversely affected.

Claims may be asserted against us relating to slsamet issued in our 2002 merger.

The merger of Travelzoo.com Corporation i@ Company became effective on April 25, 2002. i8tolders of Travelzoo.com
Corporation were allowed a period of two yearsdwihg the effective date to receive our shareseMipril 25, 2004, two years following t
effective date, we ceased issuing shares to timesfostockholders of Travelzoo.com Corporation. Mahthe “Netsurfer stockholders,” who
had applied to receive shares of Travelzoo.com @atjon in 1998 for no cash consideration, didelett to receive their shares which were
issuable in the merger prior to the end of the ywar period. A total of 4,115,532 of our shareschitiad been reserved for issuance in the
merger were not claimed.

It is possible that claims may be assertedhagas in the future by former stockholders ofvielaoo.com Corporation seeking to receive
our shares, whether based on a claim that the tao-geadline for exchanging their shares was unegdible or otherwise. In addition, one or
more jurisdictions, including the Bahamas or thet&of Delaware, may assert rights to unclaimedeshander escheat statutes. If such
escheat claims are asserted, we intend to chalkvegapplicability of escheat rights, among otle&sons, in that the identity, residency and
eligibility of the holders in question cannot bdatenined. There were certain conditions applicabléne issuance of shares to the Netsurfer
stockholders, including requirements that (i) theyat least 18 years of age, (ii) they be residefntise U.S. or Canada and (iii) they not apply
for shares more than once. The Netsurfer stockh®ldere required to confirm their compliance whibge conditions, and were advised that
failure to comply could result in cancellation bétr shares in Travelzoo.com Corporation. Travelzamm Corporation was not able to verify
that the applicants met the requirements refemetbove at the time of their applications for issweof shares. If claims are asserted by
persons claiming to be former stockholders of Tiax@com Corporation, we intend to assert thatrthghts to receive their shares expired
two years following the effective date of the merges provided in the merger agreement. We alseaxp take the position, if escheat or
similar claims are asserted in respect of the upidshares in the future, that we are not requaréssue such shares. Further, even if it were
established that unissued shares were subjectheatsclaims, we would assert that the claimant mstsblish that the original Netsurfer
stockholders complied with the conditions to issuaaf their shares. We are not able to predicbtiieome of any future claims which might
be asserted relating to the unissued shares. ifdaons were asserted, and were fully succed$fal,could result in us being required to is
up to an additional approximately 4,080,000 shafemmmon stock for no additional payment, whichwdoresult in substantial dilution of
the ownership interests of the other stockholdard,in the our earnings per share, which could rseéle affect the market price of the
common stock.

On October 15, 2004, we announced a prograterunhich we would make cash payments to persomsestablish that they were former
stockholders of Travelzoo.com Corporation, and failed to submit requests for our shares withinrdguired time period. The
accompanying consolidated financial statementsidech charge in general and administrative expesfsg®1,000 for these cash payments
for the three months ended September 30, 2005 5A®@% 000 for the nine months ended September(®F af which $6,000 remains as a
liability as of September 30, 2005. The liabilisyiased on the number of actual requests recaigadfbrmer stockholders through
September 30, 2005 for claims which had not yehlpgecessed. The total cost of this program igel@bly estimable because it is based on
the ultimate number of valid requests receivedfahde levels of our common stock price. Our commtatk price affects the liability
because the amount of cash payments under theapnagrbased in part on the recent level of thekspoice at the date valid requests are
received. We do not know how many of the requeststiares originally received by Travelzoo.com ©oation in 1998 were valid, but we
believe that only a portion of such requests wal&yvAs noted above, in order to receive paymeiken the program, a person is required to
establish that such person validly held sharegavdlzoo.com Corporation. Assuming 100% of the estgifrom 1998 were valid, former
stockholders of Travelzoo.com Corporation holdipgraximately 4,080,000 shares had not submitteidhslander the program as of
September 30, 2005.

Our internal controls over financial reporting manot be effective, and our independent auditors nreot be able to certify as to their
effectiveness, which could have a significant andvarse effect on our business.

We are evaluating our internal controls owearicial reporting in order to allow managementegyport on, and our independent auditors to
attest to, our internal controls over financialogimng, as required by Section 404 of the Sarb&@dsy Act of 2002 and the rules and
regulations of the SEC, which we collectively reffieias Section 404. We are currently performingsystem and process evaluation and
testing required in an effort to comply with themagement assessment and auditor certification negeints of Section 404, which will
initially apply to us as of December 31, 2005.Ha tourse of our ongoing Section 404 evaluationhawee identified areas of internal controls
that may need improvement. We are still
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in the evaluation process, and we may identify ¢@ntb that may result in significant deficienc@msmaterial weaknesses in the future.

We may be unable to protect our registered tradeknar other proprietary intellectual property rights

Our success depends to a significant degree the protection of théravelzoo brand name. We rely upon a combination of copyright
trade secret and trademark laws and non-discl@dether contractual arrangements to protectraeliéctual property rights. The steps we
have taken to protect our proprietary rights, hosvemay not be adequate to deter misappropriafignaprietary information.

The U.S. Patent and Trademark Office regist#ne trademark for “Travelzoo” on January 23, 20ie European Community registered
“Travelzoo” as a Community Trademark on May 11,£200we are unable to protect our rights in thekna key element of our strategy of
promotingTravelzoo as a brand could be disrupted and our businesd beuhdversely affected. We may not be able tactlateauthorized
use of our proprietary information or take appraf@isteps to enforce our intellectual propertytagm addition, the validity, enforceability
and scope of protection of intellectual propertyriternet-related industries are uncertain antlestiblving. The laws of other countries in
which we may market our services in the futureuareertain and may afford little or no effective f@tion of our intellectual property. The
unauthorized reproduction or other misappropriaibour proprietary technology could enable thiedtjes to benefit from our technology
and brand name without paying us for them. If tidse to occur, our business could be materiallyeeshly affected.

We may face liability from intellectual propertytigation that could be costly to prosecute or defleaind distract management’s attention
with no assurance of success.

We cannot be certain that our products, cdraed brand names do not or will not infringe valatents, copyrights or other intellectual
property rights held by third parties. We may bkjsct to legal proceedings and claims from timére relating to the intellectual property
of others in the ordinary course of our business.ridéy incur substantial expenses in defending ag#iase third party infringement claims,
regardless of their merit, and such claims couddiltén a significant diversion of the efforts afrananagement personnel. Successful
infringement claims against us may result in monyetiability or a material disruption in the condwf our business.

Item 3. Quantitative and Qualitative Disclosures About MakRisk

We believe that our potential exposure to glearin market interest rates is not material. Tam@any has no outstanding debt and is not a
party to any derivatives transactions. We investighly liquid investments with short maturitiescdrdingly, we do not expect any material
loss from these investments.

Our U.K. operations expose us to foreign auyerisk associated with agreements being denosdniatBritish Sterling Pounds and Eut
Further, we are exposed to foreign currency risleiated with fluctuations of the British SterliRgunds as the financial position and
operating results of our U.K. subsidiary will barislated into U.S. Dollars for consolidation pugxs

Item 4. Controls and Procedures

As of September 30, 2005, we carried out a@ugtion, under the supervision and with the pigditton of the Company’s management,
including the Company’s President, Chief Execufficer and Chief Financial Officer along with t®@mpany’s Controller (Chief
Accounting Officer), of the effectiveness of thesidg and operation of our disclosure controls ammtedures pursuant to Exchange Act
Rule 13a-15. Based upon that evaluation, the Coygipd&resident, Chief Executive Officer and Chiefidicial Officer along with the
Companys Controller (Chief Accounting Officer) concluddtht our disclosure controls and procedures aretdféein timely alerting them
material information relating to the Company (irdihg its consolidated subsidiaries) required tanokided in our periodic SEC filings as of
September 30, 2005.

During the quarter ended September 30, 20@5etwas no change in our internal control overfaial reporting (as defined in Exchange
Act Rule 13a-15(f)) that materially affected, orémsonably likely to materially affect, the Comypaninternal control over financial reportii
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PART II—OTHER INFORMATION

Item 6. Exhibits
The following table sets forth a list of exitéb

Exhibit

Number Description

3.1 Certificate of Incorporation of Travelzoo Inc. (brporated by reference to our Pre-Effective Amenainiho. 6 to our
Registration Statement on Forr-4 (File No. 33-55026), filed February 14, 200

3.2 By-laws of Travelzoo Inc. (Incorporated by referenc our Pre-Effective Amendment No. 6 to our Regi®n Statement on
Form &4 (File No. 33-55026), filed February 14, 200

31.1* Certification of Chief Executive Officer and Chieinancial Officer pursuant to Rule 13a-14(a) andeRibd-14(a) of the
Securities Exchange Act of 1934, as amer

32.1* Certification of Chief Executive Officer and Chieinancial Officer pursuant to 18 U.S.C. Section@,3%s adopted pursuant to

Section 906 of the Sarbar-Oxley Act of 200z

* Filed herewitr

27




Table of Contents

SIGNATURES

Pursuant to the Securities Exchange Act ol 188 registrant has duly caused this report tsigneed on its behalf by the undersigned,
thereunto duly authorized, in the City of New Yo8tate of New York, on November 11, 2005.

TRAVELZOO INC.
(Registrant’

By: /s/ RALPH BARTEL

Ralph Barte
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer

By: /s/LisA Su

Lisa Su
Controller (Chief Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER PURSUANT TO SECTION
302 OF THE SARBANES-OXLEY ACT OF 2002

I, Ralph Bartel, certify that:
1. I have reviewed this quarterly report omrd.0-Q of Travelzoo Inc.;

2. Based on my knowledge, this quarterly regdoes not contain any untrue statement of a nadtiedt or omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistquarterly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officerdal are responsible for establishing and maintgjrdisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and we have:

a. designed such disclosure controls and droes, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg fperiod in which this quarterly report is beingpared;

b. evaluated the effectiveness of the regissalisclosure controls and procedures and preddntthis report our conclusions about the
effectiveness of the disclosure controls and promsias of the end of the period covered by thastqtly report based on such evaluati
and

c. disclosed in this report any change inrdggstrants’ internal control over financial repogtthat occurred during the registrants’ third
quarter that has materially affected, or is reablyniikely to materially affect, the registrantsiternal control over financial reporting;

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiafuof internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a. all significant deficiencies in the des@roperation of internal control over financial ogfing which affect the registrant’s ability to
record, process, summarize and report financiakinétion; and

b. any fraud, whether or not material, thabimes management or other employees who havendisant role in the registrant’s
internal control over financial reporting.

TRAVELZOO INC.

By: /s/ RALPH BARTEL
Ralph Barte
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer

Date: November 11, 20(C



EXHIBIT 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002

Pursuant to the requirements of the Secuiltiehange Act of 1934, the registrant has duly edukis Report to be signed on its behalf by
the undersigned thereunto duly authorized and ehttie undersigned hereby certifies, pursuant t&) IBC. §1350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, to the bEbis knowledge, that (1) this Report complieiwihe requirements of Section 13(a) or
Section 15(d) of the Securities Exchange Act of41l88d (2) the information contained in this regantly presents, in all material respects,
the financial condition and results of operatiohthe registrant.

TRAVELZOO INC.
(Registrant’

Date: November 11, 20( By: /s/ RALPH BARTEL

Ralph Barte
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer
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